Introduction
"There is considerable cross-country variance in unemployment and employment performance as well as in the evolution of industrial and occupational structure. Differences are in particular striking between the US and Europe, but there are also substantia l differences among European countries" (Burda and Dluhosch, 1998, p. 5 ).
This quotation is from an interesting study that tries to analyse the relevance of globalisation for the observed changes in wages and unemployment of low-skilled labour in Western industrialised countries. The empirical evidence suggests that this relevance varies significantly across these countries (OECD, 1997) . In some countries globalisation, either through increased trade or increased factor mobility, is thought to have had an adverse impact on particularly the relative wages of lowskilled workers, whereas in other countries relative low-skilled wages are hardly affected or have even increased. Moreover, in some cases the impact of globalisation does not seem to show up in rel ative wage changes but (also) in an increase in the relative unemployment of low-skilled labour (Dewatripont et al, 1999) . One possibility to explain these differences is that there may be considerable cross-country variation in the degree of globalisation as well as in the workings of national labour markets. With respect to the latter the well-known differences in wage flexibility between notably the US and the UK and the continental European countries come to mind (Layard et al, 1991) . So, one would expect that the theoretical model which has been most widely used to analyse the possible impact of globalisation on labour markets to take these differences into account. This is, however, clearly not the case. The model we refer to is, of course, the Heckscher-Ohlin model and in many discussions on globalisation the simple 2x2x2 textbook version of this model is used (see for instance the contributions to Collins, 1998) . This model makes unambiguous predictions about the impact of globalisation. The empirical validity of these predictions is not our concern here (but see Peeters, 2001) . What matters for our present purposes is that these predictions are based on a "one size fits all" analysis of globalisation. Countries are homogenous with respect to the degree and contents of globalisation that they experience and also with respect to the workings of the labour market (typically wages are fully flexible).
2 Given the aforementioned cross-country variation, this is a rather unsatisfactory state of affairs.
1 One solution is to use an alternative trade model that enables a richer menu of possibilities as far as the impact of globalisation on labour markets is concerned. In our view and following Dluhosch (2000) the new economic geography approach may offer such an alternative. Krugman and Venables (1995) develop a two country new economic geography model to analyse the effects of globalisation on the relative wage between these two countries. In their model there is, however, only one type of transportation costs, one type of labour and the labour market always clears. This seriously limits the relevance of the model for the issue of globalisation and its impact on labour markets. In this paper we build a highly stylised new economic geography model in which two types of labour (low and highskilled) are distinguished and in which, due to wage rigidities, unemployment may arise. Moreover, we also introduce two types of transportation costs (for goods and services respectively) to allow for a more intricate analysis of the ways in which globalisation can influence the economy.
In sum, the purpose of this paper is to analyse the impact of globalisation, which we mainly define as the fall in the transportation costs of goods and/or services, on the labour market position of low-skilled workers. By making use of a new economic geography model that allows for wage rigidities, we expect to find part of the theoretical explanation for the diverging labour market experiences across the advanced countries in the globalisation era. The paper will proceed along the following lines. Section 2 briefly discusses the model and focuses on its two most relevant and novel features, the production structure and the workings of the labour market. Section 3 investigates the short-run equilibrium of the model, in which labour cannot move between regions. As a first approximation this is a reasonable assumption because the international mobility of labour is still relatively unimportant as a determinant of globalisation compared to the role of international trade and capital mobility (IMF, 1997) . In the end, however, we must also deal with the implications of the mobility of labour (if only because the mobility of labour (and firms) distinguishes the new trade theory from the new economic geography). Section 4 is therefore concerned with the long-run implications of globalisation by allowing for the mobility of high-skilled labour. Section 5 concludes.
The Model

Main Ingredients of the Model
Our model is based on the new economic geography model developed by de Vaal and van den Berg (1999) but there are some notable differences between their and our approach. The main similarity is to be found in the modelling of the production structure (see below). The main differences are that we include two instead of only one factor(s) of production (high-and low-skilled labour) and allow not only for flexible wages but also for rigid wages. 3 Apart from the handling of the production structure and the labour market, our model resembles the standard two region new economic geography model as laid out in f.i. Fujita, Krugman and Venables (1999, chapters 4 and 5) 
 =   
where p hh denotes the price of a Home good consumed by a Home consumer, whereas p fh is the price of a Foreign good consumed by a Home consumer. Utility maximisation gives us in addition the true price index of consumers in Home, which, as we will see below, is necessary to derive real wages:
The demand side of our model is standard within the new economic geography approach but this is not the case for the production structure. The production of manufactures in Home cons ists of two activities: the production of unfinished goods, h x , and the adding of producer services from Home and Foreign, S h and S f . While the production of unfinished goods is performed by the manufacturing firms, the production of producer services is performed by services firms. H is the high-skilled labour used to produce services output S h . As producer services typically require close interaction between the consumer and the producer, we assume that producer services have to be added locally. An example helps to clarify t he production structure. Suppose a home firm produces a variety of a particular manufactured good, let's say a car. The car itself is the unfinished good (x h ) and it requires the addition of producers services produced in Home and Foreign before it can be sold as a final consumption good to the consumers in both regions. In the case of the car, the producer services that are required are for instance all kinds of dealer, sales and financing services without which the consumption good can not be sold to the consumer. Finally, for the location of production to matter, it must the case that both the trade of unfinished goods and producer services involves transportation costs. We assume the familiar 'iceberg' transportation costs for unfinished goods (τ) and producer services (ρ), so that a part of the transported item 'melts' away. The production functions of a Home manufacturing firm can then be given by: 
∑∑
where m hh and m hf denote the amount of the final consumption good a Home manufacturing producer makes for consumers in Home and Foreign; n h and n f are the number of producer services varieties from Home and Foreign; S ijk refers to the use of a region i service by a region j manufacturing producer to finish its good in region k; γ is the elasticity of substitution of producer services and α is the unfinished good intensity in final production.
Equilibrium Prices and Production
Given this particular production structure which will play an important part in our analysis, the determination of equilibrium prices and production is more or less straightforward so we will be brief here. Manufacturing producers maximise their profits. This yields the following price equations 7 : 
(1)
If there is free entry and exit of firms into manufacturing, profits must be zero. Substitution of earlier results then leads to the result that the total production of unfinished goods and its use of lowskilled labour is alike for all manufactures throughout the economy and is equal to (per firm):
Equilibrium on the market for unfinished manufactured goods requires that total sales of one firm equals total demand (per firm). Hence:
Let us now turn to the prices and production of producer services. Producer services firms also maximise their profits; this yields:
where r h is the nominal wage of high-skilled labour in Home. Here also, free entry and exit of firms into the services market drives profits to zero and leads to the result that the output and the labour use of producer services firms is alike for all services firms and is equal to (per firm):
Equilibrium on the services market requires total sales per firm (v h S h ) to equal total demand, so the services market equilibrium is represented by 8 :
(12) The model can be closed by specifying the equilibrium conditions for the labour market and the market for final consumption goods. Our specification of the labour market deviates, however, from the standard new economic geography models in two important ways. First, our model includes two types of labour and, second, our labour market should somehow allow for wage rigidities. The next sub-section therefore takes a closer look at the workings of the labour market in our model.
The Labour Market and Wage Rigidity
Recall that there are two factors of production in each economy: low-skilled labour (L ) and highskilled labour ( H ). In Home as well as Foreign low-skilled labour is employed in both the agricultural and the manufacturing sector and is assumed to be immobile between sectors or regions:
The low-skilled workers employed in the agricultural sector (L A ) are equally divided between the two regions: 1 2 L refers to the number of employed lowskilled manufacturing workers in Home. Note that in Foreign the labour market for low-skilled manufacturing workers always clears. The high-skilled workers in both regions are always fully employed and they are assumed to be mobile between Home and Foreign in the long run: λ h is the share of high-skilled workers in Home. Substitution between low-skilled and high-skilled workers is not possible. The set-up of the la bour market is given by equations (13) and (14): (13) (1) if flexible . From the FOC of profit maximisation of manufacturing firms, it follows that the demand for the output of a region i services firm by a region j manufacturing producer for consumers in region k is equal to: 
Equations (13) and (14) give labour demand (left-hand side) and labour supply (right-hand side). As can be seen, with the notable exception of the low-skilled labour market with rigid wages, the various labour markets clear. In case the labour market clears it is also immediately clear that the equilibrium number of varieties is determined. Note, however, that this is not true for
The specification of the equilibrium conditions for the market of manufactured goods closes the model. Note that the unemployed have nothing to spend in this model which inter alia means that total income is always smaller with unemployment. Given the Cobb-Douglas representation of the demand side, so that consumers spend a fixed share of their income on both goods, namely, µ on manufactured goods and (1-µ) on agricultural goods, the equilibrium conditions for the market for manufactures in Home and Foreign are respectively: w is the absolute wage of low-skilled workers in Home if the labour market does not clear.
Given the importance attached to wage rigidity in our analysis of the effects of globalisation, it is useful to elaborate upon the implications of wage rigidity. We distinguish two labour market regimes in Home. The first is the flexible ( FLEX) regime, in which the labour market for low-skilled manufacturing workers always clears (i.e. U h equals zero). In fact, in this regime our labour market is equivalent to the specification of the labour market in the core new economic geography model (see Fujita et al, 1999, p. 52) . The number of varieties N i and n i (with i = h, f) are then determined on the labour market (see equations (13) and (14)), whereas the wages of low-skilled and high-skilled workers are determined on the goods market (equations (15) and (16)). As long as the distribution of high-and low-skilled workers between Home and Foreign is fixed, labour supplies are also fixed and this gives the equilibrium number of varieties of unfinished goods and producer services.
Our second labour market regime is the relative wage rigidity (RWR) regime, in which it is assumed that the low-skilled wages are set so as to equal the high-skilled wages, hence w h rig = w h RWR = r h . In fact, this is a very stringent wage norm because it implies that there is no wage differential whatsoever. For our analysis it does, however, not make much difference whether low-skilled wages are 50%, 75% or, as in our case, 100% of high-skilled wages. This rigidity reflects a wage norm which is thought to be very relevant for f.i. the countries in continental Europe. This wage rigidity always
) meaning that part of the low-skilled manufacturing labour force in Home will be unemployed. To see how unemployment arises, in case of relative wage rigidity (RWR) and in contrast with the FLEX-regime, note that N h can no longer be looked upon as being determined on the labour market. Instead, N h is then determined on the goods market. With w h fixed at the level of the high-skilled wage in Home and, also important, assuming that N f , n h and n f are still determined on their respective labour markets, N h has to adjust in order for the goods market (equations (15) and (16)) to continue to clear. This means that the labour market for low-skilled in Home will not clear. This
shows up in the rigid wage version of equation (13) where U h represents the disequilibrium on this labour market. In fact, it turns out that with relative wage rigidity, N h has to decrease thereby reducing the number of varieties produced. 
Short-Run Implications of Globalisation
To see how globalisation affects the relative labour market position of the low-skilled in Home, we focus in this section on the short-run equilibrium and take therefore the distribution of low-skilled and high-skilled labour between regions as given. We think that the short-run equilibrium is interesting from a globalisation perspective because, as was stated in the introduction, the international mobility of labour is still relatively low. This means that globalisation in terms of our model occurs through the effects of a fall in transportation costs of goods and services between our two regions. The short-run equilibrium is contained in the equations (1), (5), (6), (9), (12), their Foreign equivalents and equations (13) - (16). As with most new economic geography models the complexity of our model precludes an analytical solution, so we will conduct our analysis through simulations. The numerical values for the benchmark case are given in Table 1 . 
Relative Wages between Regions
This section investigates the impact of globalisation (a reduction in transportation costs of unfinished goods and/or producer services) on the relative wages of low-skilled and high-skille d workers between regions (w h /w f and r h /r f ). Since most new economic geography models have only one factor of production they can only address the impact of globalisation on the relative wage between regions (e.g. Krugman and Venables (1995) ). Focusing first on relative wages between regions allows us, albeit in the context of a short-run equilibrium, to compare our results with the results of these onefactor models. In short, the standard conclusions (essentially based on Krugman, 1991, p. 491) can be stated as follows: -1-if both regions are equally well endowed with labour, the relative wage will equal one; -2-if labour is then shifted from one region to another, the relative wage can move either way depending on the trade-off between the Home Market and Extent of Competition effect; -3-the level of transportation costs is very important in settling the balance between both these effects. Home is instead the larger region (λ h =λ l =0.6) exactly the opposite happens with the relative wage w h /w f . The relation between transportation costs and the relative wage is thus non-linear; a fall in the 10 In a nutshell, the Home Market effect gives firms in the larger region a competitive advantage by allowing them to better exploit economies of scale, which enables them to offer higher wages, whereas the Extent of Competition effect gives firms in the smaller region an advantage as they face less competition for the local demand, which enables them to offer higher wages (see : Krugman, 1991) .
transportation costs of unfinished goods can either increase or decrease the relative wage depending upon the level of transportation costs. Of course, this kind of analysis can be repeated for the relative wage of high-skilled workers between regions (r h /r f ) or for a reduction in the transportation costs of producer services (increase in ρ). This leads to similar conclusions. If one looks at absolute wages it is noteworthy that wages in the same region always move in the same direction. So if for instance w h increases, so will r h . This is to expected because the "tug of war" between the Home Market effect and the Extent of Competition effect has a similar qualitative impact on intra-regional wages.
11
By and large similar conclusions with respect to relative wages between regions hold in the RWR regime (not shown here). There is one notable difference with the case of flexible wages, namely, the relative wage need to be equal to one in the symmetrical case. Thus, although both kinds of labour are equally divided between Home and Foreign, the absolute wages of the same type of labour differ between Home and Foreign. This can be explained by the fact that unemployment exists in the case of relative wage rigidity and unemployment reduces the number of employed workers and therefore decreases the size of the Home region (because the unemployed have, by assumption, nothing to spend). This implies that, although we assumed an equal distribution of labour, an asymmetry between the two regions exists so that the relative wage does not have to equal one. 
Relative Intra-Regional Wages and Unemployment
Although section 3.1 gives rise to interesting (but well-known) results, the main interest of this paper is the impact of globalisation on the relative wage of the low-skilled (w h /r h ) or the unemployment rate (U h ) within a region, here the Home region. This sub-section investigates the distributional effects of globalisation within the two regions in the short run and here we can compare our results with the results found by more traditional models like the Heckscher-Ohlin model. In the streamlined 2x2x2
version of this last model, which has dominated the globalisation debate (see Collins (1998) or Wood (1998)), the effect of a reduction of transportation costs on the relative wages in the country which is relatively well-endowed with high-skilled labour is clear-cut. Such a reduction leads to a decrease of relative low-skilled wages. In the Heckscher-Ohlin approach, the supply side (= the distribution of endowments) drives this result. In our model, the action is very much, like in any new economic geography model, on the demand side of the economy.
We first investigate the decline in the transportation costs of unfinished goods (i.e. increase in τ) in section 3.2.1 and then turn to the decline in the transportation costs of producer services (i.e. increase in ρ) in section 3.2.2. Before doing so, it is important to make clear that in addition to the familiar Home Market and Extent of Competition effect, there are with respect to intra-regional labour market developments two effects to take into account. Both of these two additional effects relate to the specifics of our model:
1. Although w i and r i always move in the same direction after a fall in the transportation costs (see section 3.1), our production structure implies that the absolute wages react quantitatively different to a change in either τ or ρ. In particular, a change in the transportation costs of unfinished goods (τ) always has a relatively larger impact on low-skilled wages, while a change in the transportation costs of producer services (ρ ) is more important for high-skilled wages.
12 This result is due to the fact that an increase in τ (ρ) is of direct relevance to the low-skilled (high-skilled) as they are the only factor of production used in the unfinished goods (producer services) production. This is of course relevant for the determination of the relative wage since any change in w h /r h is simply a result of the changes in w h and changes in r h . Given that an increase in τ implies a larger change in w h than in r h (and also that the opposite holds with respect to an increase in ρ), it i s possible to understand the developments in w h /r h , even though the absolute wages are affected (qualitatively) in the same way. Of course, this is a partial line of reasoning and there are other intricate ways in which changes in transportation costs influence wages in our model but this line of reasoning is supported by the simulations.
2. If wages are no longer flexible (in our case: a fixed relative wage in Home), this obviously also creates a channel thorough which intra-regional labour markets are affected. This is in particular true in Home where, as we will see below, the wage rigidity gives rise to unemployment.
We now turn to the simulation results which are thus the summation of the standard new economic geography effects of section 3.1 and the two above mentioned effects. Given the complexity of the model we thus have to rely on simulation results and it will (unfortunately) often be impossible to fully disentangle these effects for specific simulation results. This is a problem with the new economic geography approach in general (Neary, 2001) .
Fall in the Transportation Costs of Unfinished Goods (increase in τ)
Figure 2 Consider for instance w h /r h and hence the FLEX regime in Figure 2 : at low levels of τ (i.e. high transportation costs), an increase in τ is bad news for low-skilled workers as they face a decline in the relative wage; however, after a certain level of τ (τ > 0.47 to be precise), a further decline in the transportation costs of unfinished goods ceases to have much impact (in % change). In fact, for low levels of transportation costs (high τ) the relative wage increases slightly. The same applies in the RWR regime, where the labour market deterioration of the low-skilled at low levels of τ is now reflected in rising unemployment. The main point to notice for both regimes is that the simulation results in Figure   2 show that the impact of globalisation on the labour market position of low-skilled workers depends crucially on the level of transportation costs. 13 A similar conclusion was reached in case of relative wages between regions.
As we argued in section 2, the disequilibrium in the labour market for low-skilled workers in
Home is caused by the fall in the number of unfinished goods varieties in Home (N h ) as the latter are now determined on the goods market. This implies that the number of unfinished goods varieties is larger in the FLEX regime as compared to the RWR regime. Our simulation results show that this is indeed the case:
As an aside to the existence of unemployment it can be added that globalisation invariably leads to deindustrialisation in Home if the fall in transportation costs implies unemployment. Unemployment of low-skilled manufacturing labour in Home decreases the share of the manufacturing goods sector (vis a vis the agricultural sector) in employment and production.
Finally, note that the fall in the transportation costs of unfinished goods has also implications for 14 How can this be explained? Note that the wage rigidity in Home increases the absolute wages of low-skilled workers in Home. The zero profit condition then implies that the prices of Home varieties will increase (see equation (5) and (6)), which, by equation (1), decreases total demand for Home varieties and increases total demand for Foreign varieties. The latter then translates into higher absolute wages for low-skilled workers in Foreign. This conclusion for wages in Foreign supports the affirmative answer given by Davis (1998) 
to the question Does European Unemployment Prop Up American
Wages? and it underscores his plea for a general equilibrium analysis of the impact of wage rigidities.
Interestingly enough, Davis (1998) reached this conclusion with a Heckscher-Ohlin model but it thus carries over to our new economic geography model. Unemployment in Home is good news for all workers in Foreign.
Fall in the Transportation Costs of Producer Services (increase in ρ)
Figure 3 depicts the relative wage of low-skilled workers and the unemployment rate, respectively, for
Home in the two labour market regimes when ρ increases (again the left-axis (right-axis) displays the relative real wage (low-skilled unemployment) which is our focus in the FLEX (RWR) regime). From Figure 3 it can be seen that there is also a non-linear relationship between the transportation costs of producer services and the relative wage of low-skilled workers. The main message is that if globalisation occurs through a fall in the transportation costs of producer services, the relative wages of the low-skilled labour show a downward trend for very low transportation costs (to be more precise, for ρ>0.63), but for higher transportation cost, a fall in the transportation cost of services is good news for the low-skilled in Home. This result can be compared with the corresponding simulation result as shown by Figure 2 . It then turns out that for the FLEX regime it may matter a great deal for the relative wage in Home whether τ or ρ changes. This leads us to conclude that for the impact of globalisation one must also look at the type of transportation costs that is being reduced. Our way to account for this conclusion is given by point 1 at the end of the introduction to section 3.2. There we argued that a change in τ has a larger impact on low-skilled labour and the same for ρ and high-skilled labour. Given that an increase in τ implies a larger change in w h than in r h (and also that the opposite holds with respect to an increase in ρ), it is possible to understand the deviating developments in w h /r h for the case of flexible wages when comparing the relative wages in Figures 2 and 3. 14 Recall that the labour market always clears in Foreign. The superscript in the notation of foreign wages relates to the labour market regime in Home. The simulation result in Figure 3 for the relationship between unemployment and the fall in the transportation costs of producer services tell a similar story. For the RWR regime it also turns out that for unemployment the consequences of globalisation depend on the type of transportation costs which is being reduced. The differences in the outcome for unemployment in case τ or ρ changes, can be traced back to the efficiency or productivity effect related to a fall in the transportation costs of producer services (see equations (3) and (4)). An increase in ρ implies that less services are being lost in international trade; implicitly, this increases the number of producer services available per lowskilled worker and thus the productivity of low-skilled workers rises. An increase in τ does not have this effect, it merely reduces the transportation costs of unfinished goods between Home and Foreign without affecting the productivity of the factors of production.
Long-Run Implications of Globalisation
We finally turn to the impact of globalisation in the long run and introduce a second aspect of globalisation: factor mobility. In the new economic geography models, the interregional mobility of labour differentiates the long run from the short run. 15 So far, neither low-skilled nor high-skilled workers were mobile. This assumption is partly relaxed in this section because it is now assumed that high-skilled workers can move between Home and Foreign and that low-skilled workers remain immobile. This is a reasonable assumption given that high-skilled workers are typically more mobile than low-skilled workers (e.g. Siebert, 1999) and the still very limited mobility of low-skilled labour in Europe (OECD, 1997). As is common in the new economic geography literature, it is assumed that high-skilled workers move until either real high-skilled wages are equalised or until all high-skilled workers moved to one region.
In order to investigate the long-run equilibrium, we first derive the relative real wage of highskilled workers (Home/Foreign). Real wages of high-skilled workers in region i = h, f are a function of nominal wages and prices as follows:
% , where i P % is the price index as given in Equation (2).
Now substitute the price equations in the price indices and define the relative real wage of high-skilled workers as υ h /υ f which is then given by: 15 It also differentiates the new economic geography from the new trade theory (see Neary, 2001) . In this sense the discussion so far (with λ fixed) has even more in common with for instance Krugman and Venables (1990) than with Krugman (1991) and the literature that builds on the latter. 16 Another question is, of course, how in the long run relative (real) wages within a region change as λ h , ρ or τ change. Since the simulations (not shown here) show that the conclusions as to the behaviour of relative (real) wages in the long run are comparable as for the relative intra -regional wages in the short-run, in the sense that the labour market outcomes depend crucially on the level and type of transportation costs being reduced, the distribution of labour across regions and the labour market regime, we do not address this question in our paper. The shift from a stable intermediate equilibrium to a stable monocentric equilibrium (λ h =0 for λ l =0.4 and λ h =1 for λ l =0.6) is in line with the standard new economic geography result based on Krugman (1991) . The reason behind this result is that below some level of transportation costs, the Home Market and, now also, the Price Index effect dominate the Extent of Competition effect.
18 There is one big difference between the FLEX and the RWR regime. In the RWR regime, the stable intermediate equilibrium is reached only if Home is assumed to be the larger region (λ l =0.6) and transportation cost are sufficiently high (τ=ρ=0.2); if Home is the smaller region (λ l =0.4), the stable intermediate equilibrium ceases to exist even for τ=ρ=0.2. For an explanation, see Peeters (2001, pp. 142-149) . 18 The Price Index effect implies that the price index which consumers face will be lower in the larger region. Consumers/workers in the larger region have the advantage that they pay a relatively lower price for the final skilled workers will therefore all move to the larger region and complete agglomeration of high-skilled workers will be the outcome. For high transportation costs, this order is reversed, and, in our model, the relative strength of the Extent of Competition effect ensures a stable spreading equilibrium for high-skilled workers.
Conclusions
In this chapter, we have developed an alternative model to analyse the effects of globalisation. In this model, essentially a two factor new economic geography model with the possibility of relative wage rigidity, the impact of globalisation (proxied by a fall in transportation costs and labour mobility) on the labour market varies considerably. A first conclusion is that the impact of globalisation on relative wages and unemployment turns out to depend critically on the level and type of the transportation costs that is being reduced, the flexibility of wages and the distribution of low-and high-skilled labour across countries. Globalisation is by no means always bad news for the low-skilled. On the contrary, in some of the simulations we performed, the low-skilled are better off in terms of the relative wage and/or the unemployment outcome as globalisation proceeds. Because the OECD countries differ in all these factors, our model can give a theoretical account for the diverging labour market outcomes across the OECD countries. A second conclusion relates to the difference between the short run and the long run in this type of model. In the short run, thus for a given distribution of labour, globalisation typically has a larger (positive or negative) impact in its initial stages. In the long run, though, in which globalisation proceeds both by the mobility of labour, it is difficult to say when globalisation implies a change in the agglomeration pattern. A final conclusion is that our analysis illustrates that it can be very misleading to analyse the effects of globalisation based on a model with fully flexible wages for countries in which wage rigidity prevails. It matters a great deal for the effects of globalisation whether or not wages are rigid. Our analysis points to two promising avenues for further research. The first one is to try to substantiate the theoretical conclusions with empirical evidence. The second one is to extend the theoretical model by analysing the consequences of productivity differences between sectors and regions in order to deal with this other alleged villain in the globalisation debate, (skill biased) technological change.
